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As insurance markets continue to tighten for cannabis operators, many businesses are discovering that
traditional coverage aloneis no longer enough. Rising premiums, coverage exclusions, and insurer
withdrawals have created persistent insurance gaps across cultivation, manufacturing, distribution, and retail
operations.

Captive insurance has emerged as a strategic solution—but it is not the right fit for every cannabis business.
Before forming or joining a captive, operators must evaluate readiness across financial, operational, and risk-
management dimensions. This article explains how to deter mine whether your cannabis businessisready
for a captive insurance program and what indicators signal the right timing.

What Does “ Captive Readiness’” M ean?

Captive readiness refers to a company’ s ability to retain and manageits own risk responsibly through a
licensed insurance entity. It is not about replacing all insurance, but about financing risk in a structured,
compliant, and sustainable way.

For cannabis companies, readiness depends on:

Risk profile and loss predictability
Financial stability and capitalization
Operationa maturity

Commitment to long-term risk management

Key Signs Your Cannabis Business May Be Ready for a Captive

1. Persistent I nsurance Gapsin Commercial Coverage

Many cannabis operators struggle to secure adequate coverage for:

e Product liability and recall
e Crop loss and contamination
e Transportation and logistics risks



e Cyber liability and data breaches
¢ Regulatory and compliance-related exposures

If your business consistently self-retains these risks due to exclusions or cost, a captive may provide a
formalized and more efficient solution.

2. Rising Premiums Despite Stable Loss History

A common frustration in the cannabis sector is premium increases unrelated to claims experience. Even
well-managed operators face volatility driven by insurer appetite rather than performance.

Captive insurance allows businesses to:

e Base premiums on actual loss data
¢ Reduce exposure to insurance market cycles
¢ Retain underwriting profits when losses are low

If your company has arelatively stable or improving loss record, captive participation becomes increasingly
attractive.

3. Predictable and M easur able Risk Profile

Captives work best when risks are under standable and measur able. Cannabis businesses with established
operations—multiple locations, consistent production, or recurring distribution routes—are often better
positioned than early-stage startups.

Predictability enables:

e Accurate premium setting
¢ Reliable reserve planning
e Long-term financial modeling

4. Strong Financial Position and Cash Flow Stability

A captive requires capital to function responsibly. While requirements vary by structure, cannabis companies
should be able to:

e Fund initial capitalization or collateral
e Pay premiums consistently
¢ Absorb retained losses without disrupting operations

This does not mean captives are only for large operators, but financial discipline and planning are essential.

5. Commitment to Risk Management and L oss Prevention

Captive insurance changes how businesses view risk. Because losses are retained internally, poor risk
controls directly impact financial outcomes.



Companies ready for a captive typically:

e Track claims and incidents consistently
¢ Invest in safety, compliance, and quality control
e Use datato reduce frequency and severity of losses

This mindset shift is one of the most valuable long-term benefits of captive ownership.

Situations Where a Captive May Be Premature

Not every cannabis business should pursue a captive immediately. It may be too early if:
¢ Operations are highly unstable or rapidly changing
e Losshistory islimited or erratic

e Cash flow is unpredictable
o Leadership is seeking short-term savings rather than long-term strategy

In these cases, alternative risk financing tools—such as higher deductibles or participation in structured
group programs—may be more appropriate stepping stones.

Group Captivesand Cell Captives as Entry Points

For cannabis operators that meet many—but not all—readiness criteria, group captives or cell captives can
provide alower-barrier entry.

These structures alow companies to:

e Sharerisk with peers
¢ Reduce capital requirements
o Gain captive experience before forming a standal one entity

They are often an effective way to test readiness while maintaining flexibility.

Questions Cannabis Operators Should Ask Before Moving Forward

Before committing to a captive insurance program, decision-makers should ask:

e Which risks are we currently self-insuring unintentionally?

e Do our lossesjustify retaining risk internally?

e Arewe prepared for regulatory and governance responsibilities?
e Do we view captive insurance as along-term risk strategy?

Honest answers to these questions often clarify whether the timing is right.



Conclusion: Readiness Deter mines Success

Captive insurance is not a one-size-fits-all solution—but for cannabis businesses with recurring risks, rising
premiums, and a commitment to disciplined risk management, it can be transformative.

The most successful cannabis captives are formed not out of frustration alone, but out of strategic readiness.
Evaluating your organization carefully before moving forward ensures that a captive becomes a stabilizing
force rather than afinancial burden.
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